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Ex Parte Presentation

Dear Mr. Caton:

On behalf of ValueVision International, Inc.
("ValueVision"), and pursuant to Section 1.1206 of the
Commission’s rules, this notice is filed in duplicate to notify
the Commission that on June 19 representatives of ValueVision met
with Lynn Crakes, Edward C. Gallick, Julia C. Buchanan, and
Rodney McDonald to discuss the issues raised in ValueVision’s
comments and reply comments filed in this proceeding and the
issues raised by the attached articles

If there are any questions concerning the above-
referenced matter, please communicate with the undersigned.

Sincerely yours,
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Wikliam R. Richardsos) Jr.
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cc: Lynn Crakes

Edward C. Gallick /
Julia C. Buchanan i

Rodney McDonald
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By LESLIE GOFF

ncillary services, from
simple photoclassified
channeis to sophisti-

cated infomercial-production
services. are contributing in-
creasingly to the bottom line
for local cable ad sales. gen-
erating as much as 25 per-
cent of its revenue.

To pursue these ancillary
ad dollars, operators are
adopting a number of enter-
prising, highly localized. new
sales strategies.

In Fort Myers, Fla., for in-
stance, the Jones Intercable
Inc. system generated $15 per
subseriber in non-spot ad rev-
enue, mostly by selling local-
origination programrming,
such as a pet show produced
with the local Humane Society.

Faleon Cable in Carolina
Beach, N.C., a tourist area.
publishes an advertiser-sup-
ported local programming
~ guide that netted a 40 percent
profit margin in its first year
and has subscribers lining up

to receive copies on the first of

each month.

A Coaxial Communications
system in Columbus, Ohio,
produces local sports pro-
gramming during which it
sells everything but the
kitchen sink: the signage, the
halftime show. the clock. the
scoreboard and even the
truck that takes the produc-
tion gear to the game.

Photoclassified channels,
direct-mail coupons, short-
and long-form infomercial
production, spot production,
The Weather Channel crawls
and local-origination pro-
gramming are among the an-
cillary ad services that local
systems are developing to
shore up against encroaching
competition from MMDS, di-
rect-broadcast satellite ser-
vices and the telcos.

Ancillary services spawn

new ad revenue streams and.
perhaps more importantly,
draw in new advertisers by
appealing to the more budget-
conscious small-business
owner. Services such as pho-
toclassified channels and di-
rect-mail  coupons  have
brought in a range of new es-
tablishments. from carpet
cleaners and copy shops to
real estate companies and
restaurants. Most are smaller
mom-and-pop shops that can’t
easily afford a 30-second spot.

“We can go after even the
really small customers who
have advertising budgets of
$500 and below.” said Kevin
Shannon, sales manager for
direct media at the intercon-
nect Cable Advertising of
Metro Atlanta. CAMA’s an-
cillary product sales make
up 12 percent of total ad rev-
enue, led by low-cost photo-
classified and community
bulletin-board channels.

“We joke around that this
is all minor league, as op-
posed to ‘the show.” the on-
air spots, but when you add
up all the ancillary prod-
ucts, they make a major con-
tribution to the hottom
line,” Shannon said

OTHER BENEFITS

Although ancillary ser-
vices garner margins of only
about 30 percent, as com-
pared to an average 65 per-
cent return on spot sales.
they provide other, incre-
mental benefits to systems.
according to William Gilbert,
Coaxial’s vice president of
advertising sales and new
business. For one, smaller
advertisers frequently step
up to more expensive ser-
vices if they see results.

Gilbert noted, for in-
stance, that the local gas
company became a major
spot advertiser after spon-
soring a real estate program
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on a local-origination chan-
nel, and that several busi-
nesses that bought space in
CableSaver a direct-mail
coupon hook. have pur-
chased other ad services as
well. The system derives
about 27 percent of its ad
revenue from ancillary ser-
vices, including percent
that comes from five differ-
ent local ceal ostate nro-

grams.
Moreover. by spreading ad
revenue streams over a

broader base of iocal indus-
tries, overatl ad revenue is
not as vulnerabie o eco-
nomic SWINES ir Ny one
market segment

“It dilutes the :mpact of
what historically has been a
volatile revenue base in au-
tomotive advertising,” says
Jerry Czuchna. vice presi-
dent of ad sales for Engle-
wood, Coln.-based Jones.
“Ten years ago, automotive
made up a very large part of
any cable svstem’s revenue
stream. and that market
has a lot of spikes und val-
leys.”

Jones earns & to 21 per-
cent of its ad revenue from
ancillary ~erviens

ING

COWLES

Some anecdotal evidence
even suggests that in
smaller markets, certain an-
cillary services can boost
subscriber retention and en-
gender goodwill with com-
munity leaders. Falcon Ca-
ble systems in several states
— Missouri, Kentucky, Al-
abama, Georgia and North
Carolina - are producing
local shopping guides fea-
turing 5- to 15-minute in
fomercials on area mer-
chants and restaurants and
similar programming built
around tourist attractions.

BUILDING GOODWILL

“With local-programming
formats. we can offer some-
thing our competitors can't.”
said Ovie Cowles, Falcon's
vice president of ad sales.
“And if we can put local cit1-
zens on the air, it helps us
meet our community respon-
sibilities, and that helps
with the local franchising
boards.”

Spurred by increasing
competition, many systems
are now exploring how they
can leverage their ancillary
ad services not only to ex-
pand their advertiser base,

Revenue Streams

but also their market reach
bevond the limits of their
subscriber base.

“We're facing competition
from MMDS [wireless ca-
ble], DBS and, soon, from
the phone company.
Ameritech [Corp.|, which is
overbuilding our system,”
Gilbert said. “So. we're do-
ing things to position our-
selves differently than just a
network provider.”

REACHING NONSUBS

Setting up an ancillary-
services strategy that is
nonsubscriber-related is im-
perative, Czuchna agreed.
“With competition, there’s a
good chance that we’ll start
losing penetration, rather
than gaining it,” he said.
“So we have to give the ad-
vertiser other mediums to
reach the community.”

Direct-mail couponing is
one potential medium for
attracting new advertisers

and reaching nonsub-
scribers.

Jones, for instance, bun-
dles multiple merchant

coupons in a Val-Pak-type
mailing, in addition to sell-
ing bill inserts. CAMA,
which already does more
than $400,000 worth of
business i1n bill-insertable
couponing, is considering a
new, customized, ZIP code-
hased couponing program
that would align advertis-
ers with specific cable
households. That program
is offered by CSG Systems
Inc. in Omaha, Neb.

“That’s nearly a half-mil-
lion dollar business for us
now, so it would be worth
the extra investment.,”
Shannon said. “The coupons
would still be bill inserts,
but we'd be able to localize
it, making it available to
more advertisers in a single
billing cycle.” men
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History Channel

Blurs the Line
With Sponsors

By SaLLy GoiL BEATTY
Staff Reporter of THFE WALL STREET JOURNAL

When the History Channel unveils a
new series called “The Spirit of Enter-
prise.” cable viewers will get a rare inside
look at some of corporate America's gi-
ants, including AT&T, DuPont and Gen-
eral Motors.

But the series will be serving up a
singular version of history. Each company
is co-producing the hour-long profile of
itself, helping to fund the show and agree-
mg to buy ads during the series. And the
History Channel is allowing each company
10 review its profile before it coes on
{g}:evision and veto anything it doesn't

ike.

Even at a time when infomercial pro-
ducers are blurring the boundaries be-
tween shows and ads. people in the enter-
tainment business are voicing surprise
about the History Channel’s project. After
all, the channel is an acclaimed producer
of serious documentaries and commen-
tary, whose owners include the corporate
parents of ABC and NBC.
~ "As a marketing device, fan adver
tiseri would love nothing better than to
have i commercial masquerading as
straightforward, objective history,” says
Jonathan Klein, an executive vice presi-
dent with CBS News. “But if you run
something called the History Channel, it's
mmportant that people understand that. at
least in the case of these documentaries.
what they're getting is official company
history, not objective history."

At the Historv Channel, officials are
unapotogetic about their foray into the
annals of corporate America, and insist the
results won't compromise the channels
standards.

“If at any point there's a fear we're not
telling the story in an objective way we
may make certain demands to make sure
that's done,” says Greg Jones, the chan-
nel's vice president of public affairs. He
says the channel will scrap an episode if
it's not happy with the resulits. And he says
the series is planning to carry a state-
ment — to be determined later — telling
viewers about the companies participa-
tion.

For now, it looks like the channel and
the corporations share a common vision of
the series, slated for airing late this year or
early 1997, “This isn't investigative report-
ing; we're not trying to go in there and tell
what's wrong,” says Whitney Goit, execu-
tive vice president of sales and marketing
at A&E Television Networks, which owns
the History Channel.

"“Business history s written by aca-
demics, or maybe the liberal press. and
they say GM breaks strikes, and [they
write about] DuPont and the environ-
ment.,”” adds Mr. Goit. who came up
with the idea for “The Spirit of Enter
prise.” But the storv of American busi
ness, “'is by and large a pretty positive
story.”

Mr. Goit says each co-producing com-
pany is expected to buy ads during the
series — though not during the episode
about itself. Otherwise, he says, it might
look like a program-length commercial.
and it isn't. It's a historical show.”

For their part, the profile subjects are
playing down their control of the series’
contents. ‘‘The most important thing we're
concerned about is that it's correct and
factual and that's what we would be look-
ing for,”” says DuPont spokeswoman Cathy
Andriadis.

“Our policy is not o get involved in the
creative process,”” says Phillip Guarascio.
vice president in charge of advertising at
GM. 1l just think the subject matter 1s
interesting subject matter for a select
audience that isn't easv tp reach in
other forms."

Other companies 1 the series include

American Express, Boeing and Anheuser-
Busch. “It's an opportunity to tell Amex’s
history . . . explained to an audience that
is consistent with our demographics,”’ says
Gail Wasserman, a spokeswoman for
American Express, who says the company
might wind up using its profile for em-
ployee orientation.

“H it’s successful it could create an
awareness that could lead people to make
different buying decisions, but that’s not
our primary objective,” says an AT&T
spokesman Mark Siegel. More broadly, he
says, “'it gives us the opportunity to show
the connections between AT&T and the
development of American culture as a
whole, specifically the way the technology
that AT&T has brought to the market has
in every sense made the modern world as
we know it possible.”

The project comes amid growing praise
for the History Channel, which set out in
January 1995 to win affluent, educated
viewers with high-quality, mostly nonfic-
tion TV programming. It has 19.2 million
subscribers, representing just under one-
third of all cable households. And it has
been adding about a million subscribers a
month, making it among the fastest grow-
ing of the newer cable channels.

The channel doesn’t disclose financial
results but it says that it has more than 100
regular advertisers, and that its ad reve-
nues are healthy and growing. That is good
news for parent A&E's three owners:
Hearst and Walt Disney’s ABC unit, which
each hold 37.5%, and General Electric's
NBC, which holds the remaining 25%.

Mr. Jones, the History Channel vice
president, says about the new series,
"“We’re positioning this as something very,
very new in the realm of co-ventures. This
is a horse of a different color, and it’s a
color that hasn’t been used before.”
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CNBC Wil Arr
A Show Owned,
Vetted by IBM

By SALLY GOLL BEATTY
Staff Reporter of THE WALL STREET JOURNAI

NBC yesterday unveiled plans for
“‘Scan,’”” a new cable TV project it hailed as
a first of its Kind: a series about technoi-
ogy's impact on people’s lives to be aired in
markets around the worid.

Moreover. the network has landed one
of the world’s biggest-spending adver-
tisers — Internationai Business Ma-
chines—us the series’ exclusive world-
wide sponsor. But in return, IBM will own
the show outright and have final say over
its content.

At the very end of the day, if we see
something that we really don’t want aired,
of course we have final veto,” says Marti-
anne Caponnetto, IBM's world-wide direc-
tor of media strategy and operations.

The announcement is just the latest
example of the increasingly muddy bound-
aries between commercials and TV shows.
The critically acclaimed History Channel
soon will produce The Spirit of Enter
prise,’” a new series on the history of some
of America's biggest companies. Each
company in that series is co-producing its
profile, helping to fund the project, agree:
ing to buy ads during the series and
reviewing content before it goes on tejevi
sion for possible veto.

It brings into question, is there truly »
separation of church and state?” asks
Page Thompson, U.S. media director of the
DDB Needham ad agency in New York,
referring to "Scan.” "“And are these shows
going to be labeled advertising? The lines
are blurring right now.”

“Scan’’ explicitly echoes the theme
of IBM’s current multimillion-dollar ad
campaign “‘Solutions for a Small Planet,
which is all about the way technoiogy
changes people’s lives around the worid.

The program will air on the network's
CNBC cable channel in the U.S. and on its
networks in Asia, Europe and Latin
America.

Among the first subjects “'Scan’ wili
cover is how Vatican priests digitize an
cient texts to put them on the Internet, inc
how Bangkok businessmen use computers
to cope with their notorious tratfic jams
Those topics have both been the subjects of
ads in the IBM campaign, developed bv ad
agency Ogilvy & Mather Worldwide, ;1 umi

of WPP Group of the U.K.

Mr. Thompson. of DDB Needham., says
he expects advertisers everywhere 10 de-
mand similar cozy arrangements. “God
bless 'em, they're coming up with ideas
and the networks are going for it. They've
evolved the infomercial. This is just a
{orerunner of what we re going to see as we
get to 500 channels. Everv client will have
their own programming tailored to their
Own needs. based on their ad campaign.”

At NBC. a unit of General Electric.
officials insist that “Scan’ will meet high
standards. The series **is not an infomer-
cial for IBM,” says Steven Carter, execu-
tive vice president in charge of advertising
sales at NBC Cable & International. "It
has to be editorially pure. One of the
mainstays of NBC and General Electric is
integrity. We're very concerned ias we
develop this program that it toliow all the
practices and standards ol the network.”

In fact. the production of **Scan’ will be
unusual. Mr. Carter said a board consist-
ing of executives from IBM. Ogilvy &
Mather, NBC Cable & International and
the show's independent producer Globe
TV. will meet regulartv to discuss the
show's development. *"We review editorii}
possibilities and content .and decide on
subjects that will be attractive to a global
viewing audience,” says Mr. Carter, “(;et-
ting the impact from a global advertising
agency like Ogilvy and a global marketer
like IBM is a huge advantage to us.”

Other ad professionals worry that NBC
could be going too far in its work with IBM.
“CNBC fills a vast amount of their pro-
gram time with paid programming. This is
no different in my mind.” suavs Jon Man-
del, senior vice president and director of
nationai broadcasting at Grev Advertis-
ing. “'You just have to be caretul when vou
do it; the consumer will know when some-
thing is too patently an informercial.

You have to be careful you don’t turn off
more people than vou turn on.

Facing a similar quandary, Cable News
Network has just taken 1 different tack
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from NBC. American Airlines approached
CNN with an idea for a news show for U.S.
business travelers abroad, featuring
weather and news bulletins. The show, set
to begin airing in September, will feature
American as the sole airline sponsor. and
(NN says the word ""American’ may even
be in the title.

But the network savs the airline won’t
have any control over the show's contents.
('NN senior vice president Eason Jordan
5ays he “can't imagine” that CNN would
nffer an advertiser veto power over a
program. *Programming has to be credi-
hle or we have lost all that matters in
journalism.”” says Mr. Jordan,

IBM marketers say they'll be sure
Sscan” stays credible. “One of the re-
yuirements of the show 1s that it be
generic,” savs IBM's Ms. Caponnetto.
“This is not going to be an IBM program.
We want an ohjective view. because that's
what's of value to the viewer.

She acknowledges that the subject of
Scan’ is generally similar to the subject
of IBM’s current ad campaign. “‘Sure it's
alobal, it's multicultural, it focuses on the
human dimension and the impact of tech-
nology on people’s lives. We know people
re interested in that. so we really want to
focus on all aspects of a person’s life and
how technology will impact that. And
that's something we do in our ad cam-
paign,”’ Ms. Caponnetto says.

As for the priests and the Bangkok
businessmen. “‘thev're not the same
folks,” she says.

Ad Notes. . . .

AGENCY ACQUISITION: As partof an
ongoing diversificaton binge, McCann-Er-
ickson Worldwide. a division of the Inter-
public Group, said it has reached an
agreement in principal to acquire Torre
Renta Lazur Healthcare Group, a Parsip-
pany, N.J.-based ad agency specializing in
the medical industry. Torre Renta Lazur
had billings last vear of $184.5 million and
revenue of 520 miilion. Terms weren’t
disciosed.



